IT 99-0001-3 L 01/05/1999 NET OPERATI NG LOSS AND NET OPERATI NG
LOSS DEDUCTI ON

CGeneral Information Letter: I ndi vi dual net operating |oss deductions
are not adjusted.

January 5, 1999
Dear :

This is in response to your letter dated Decenber 9, 1998. The nature of your
letter and the information you have provided require that we respond with a

CGener al Information Letter (AL) which is designed to provide (genera
information, is not a statenment of Departnent policy and is not binding on the
Departnent. See 86 Ill. Adm Code 1200.120(b) and (c).

In your letter you have stated the foll ow ng

FACTS:

Individual files 1997 form 1040 having Adjusted G oss Ilncome (“Ad”) of
$100.

On Line 21 of 1997 form 1040 TP reports $(25). This anmount represents a Net
Operating Loss (“NOL”) carryover from 1996.

$(25) NOL reported on Line 21 of form 1040 is conprised of $(15) above AG
and $(10) below AG. The $(10) below AG represents deductible item zed
deducti ons.

I ndi vidual reports $100 as AG on 1997 form | L-1040.

I ndi vidual does not report an addition or subtraction related to the NO
reported on line 21 of form 1040.

| SSUE:

Since Illinois starts wth the Federal AG@ should the TP increase taxable
incone by the $10 related to the part of the NOL generated by item zed
deductions?

RULI NG

The Illinois Incone Tax Act (“the II1TA"; 35 ILCS 5/101 et seq.) defines an
individual’s Illinois net income as that portion of his “base incone” allocable
to Illinois (IITA 8202). Section 203(a) of the IITA defines base incone to equa
the individual’s *"adjusted gross incone,” as nodified by certain addition and
subtraction provisions. |ITA section 203(e) states that a taxpayer’s adjusted
gross incone shall nmean the amount of adjusted gross income properly reportable
for federal incone tax purposes under the provisions of the Internal Revenue Code
(“IRC").

The 11 TA does not contain an addition provision relating to a net operating |oss
deduction as defined under IRC section 172. Thus, a taxpayer does not increase
base incone by that part of a net operating |oss deduction attributable to
item zed deductions to the extent that the net operating |oss deduction reduces
federal AQ.

As stated above, this is a general information letter which does not constitute a
statenent of policy that applies, interprets or prescribes the tax laws, and it
is not binding on the Departnent. If you are not under audit and you wi sh to
obtain a binding Private Letter Ruling regarding your factual situation, please



submt all of the information set out in itenms one through eight of 86 Ill. Adm
Code 1200.110(b).

Si ncerely,

Brian L. Stocker
Staff Attorney — I ncone Tax



